i’;} £ -
RO 0933 Ll A -
i, -
1 U‘;HTED STATES GENERAL ACCOUNTING OFFICE

WASHINGTON, DC 20548

INTERNATIONAL DIVISION

BEST DOCUMENT AVAILABLE WAY 2 3 1972

Dear Mr. Donelang

Ovar the paat few years, we bave examined into various aspects of
amﬁmlimﬁ adzinistyetive servines performad by the Despartment of State.

important m of cur work, performed during the latter paré of fiscal
year 19‘?1, congisved of a review of the ascounting system in opemation
for the Departmentie Working Capitel Fund. The Fund was established to
davelop an improved methed of managing, finansing and ascounting for
centralized sdministrative servises.

We have moted that, although the Department initislly intended in
fiseal year 1965 to utilize the Fund for services benefiting activities
fonded frem various appropristions, the Departmant has emsluded from the
Pund most of the multi-appropriation servises. During fiscal year 1971,
for eummple, the Depsriment financed from ite Salaries and Expenses
appropriation, retber then the Fund, administrative expenses costing
about $21.5 million, whish included about $6.7 million applicable to
other appropriations, while the billings for servises finmsnsed by the
Fund, sbout $7.2 million, insluded only about $1.5 millien for the other
appropriations. BEzsept for this $1.5 million, ths services finansed by
the Fund were billed Yo the Dapartment's Snlaries and Bxpenses
appropristion,

We gee nothing improper in ingluding in the Pund services thsb
primarily bmﬁt Departmental activities., Althowgh the inslusion of
such services resulie in few finsncing advantages, we believe that their
imlm&m d@w pormit more acourate ascounting for user soats, theredy

providing & botier basils for the promotion of cost-gconssiouansgs on the
part of both the suppliors and the users of the sgervices. The promotion
of cost-conssionensss was a major Danagement benefit ewpested by the
Departnent when the Fund was firet established.

fimilar opportunities for obtaining mansgement improvements through
the promotion of cosi~conscionsness have obviously been lost, however,
in the caaee of services thet have been emsluded from the Fund, Our work
bag indicated that some of the explusicns have especially restricted the
potentisl veefulnesa of the Fund.
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An amamples of multi-appropriation services cwsluded from the Fand
is the Depariment's worldewide supply ayatem. The supply system includes
saveral ovevesas supply centers for the ssrviging of user organisstions,
m&mmesmMMWemmehemwu
ingéon, D.G. Bash oversss eenter is opmwﬁ ag a eeparate
mtiﬁwm the MwMMt a wnified gat of managemsnt contyols.

We believe that thege expliusions have restricted the potentiasl
usafulnsss of the Fund not only bessuse overgeas supply services per-
formed for user organigstions have been emsluded but also besguse much
of the U.S8. supply aymtﬁ.m that hos been inaluded congists of services
performed for the overssas supply centers. Thus, only part of the
LUwinded eupply amw ineelves services parformsd for the ultimate
m UHGBe

We bave therefore consludad that the Fund has contributed littls
mrﬂ the dovelooment of an WNM mothed of mansgd NE s mm and
nhing .ﬁ‘az' m&y garvigeg performed by the Department. In our

Jepartment gan obtain significant benefits fram the inclus
glon of mpply ae'ks.vs.%aa in the Fund only if it imcludes the soxplate
supply eystem.

Other enmples of apinded multi-apprepristion smrvices are the

garvigen performed by the Reglional Finanoe and Data Proseesing Center

at Farisg, Yrome, and the date prooessing servises parfommed at

Waehdington, D.C. As ws indicated in ocur letter dated Mareh 22, 1971,

the data prosessing servises perfommsd at these two lecati.m are closely

relabed and worthy of baing considered jeintly for mensgement pRrposes.

E@WGWMtthmmm&m in the Fund, mamumwpwm
agenent of data progessing sctivities as a resmult of insreased

ncMoammmas, aonld provide a betier bagls for future management

desisions on improving the activities requiring data progeasing servicaes.

Ve wnt to exmphagize that the smlusion of gerviges fyrom the Fund
has significant eﬁms cm m ugefuiness of the Depariment’sz allotment
entifying opereting coste. For some tims now,

Eartnent imarily on its system of ssoounting for
nenbe m cbiain data on mmng costs, and we agree that useful
@mm costs ghould be so identified in the case of services imsluded
in the Pund., In the case of sorvises emluded from the Fand, howsver,
the Dapartmentts allotmend ascounting identifies cests ms they aye
initially ingurred by the organigzations providing the services; rather
than as they sre sotually imcurred by the organigations uging the serve
ices. The allotment sscounts for the emsluded services, therafors, do

not idendify opowating costs impurred by the Department®s progras

cgndse that & working capital fund is not & prereguisite %o
the ﬁmmimtian of operating ocosts and the promotion of coste
coRsaicusnsas. Wo belisve, howsver, that if the Department wishes
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t0 use thia wethod with respect to centralized administrative sgervices,
it should include all appropriate services in the Fund. We believe
further that the Department continues to have a need for some form of
cogt accounking.

Accordingly, we rescmmend that the Department either empand the Fund
to parmit the intended development of an improved method of managing,
finansing, and acgounting for centraliged administrative services or
replace the Fund with appropriate accounting for scoumilating costs and
distributing them to the various operating entities.

The attachment to this letler, entitled Ascounting System Weaknessss,
Working Capltal Fund, Department of State, contsins a nusber of addi~
tional lbems that we noted during our review of the Fund'a acecunting
system in operation. The identified wealknessez pertain to the Fund as
it is now heing operated, and consequently are relatively minor compared
with the over-riding question of usefulness discussed above. We
nevertheless believe that they deserve attention, and we resommend
&t We:e corrected if the Departmemt determines that the Fund should

We will appreciste receiving your views on the matters referred to
above, including advise of all sptions taken or contemplated as & result
of thiz report.

e are gending copies of this report to the Subcommittee on Foreign
Uperations snd Covermment Information, House Comities on Government
Cperatione, and to the Office of Management and Budget.

sssistant Bireutor

The Honorable Jogeph F. Donelan, Jr.
Asgistant Secretary, Bureau of Adwministration
Department of 3tate
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We identified the sccounting system weaknessges degeribed in this

dosument by reviewing the ascounting system in opsration for the Depart~
ment of State's Working Capital Fund. We performed the review primerily
doring the latter part of fissal year 19Tl--the seventh year of the Fund's
operabions. The review consisted of examining into finmansial transactions
resorded during fiseal years 1970 and 1971, and it aleo ingluded
congideration of the major Fund astivitlies ococurring since the Fund

s firet egtablished in fiscal year 1965.

In addition o0 & review of the Fund's accounting system, we inquired
into and congidered Department of State administrative services which had
not been ingluded in the Pand. The prineipal finding of all our work was
that the Department bas restristed the petential usefulness of the Fand
by selnding from the Pund many of the services originally intended to
be included; thereby preventing ascomplishment of the Fund's inbtended

purpose. We have more fully presented our position on this matter in the
letter to which this decument is attashed,

The weaknesgses despribed below pertain solsly to the gervisces
imsludad in the Fund at the time of our veview. BHRach wealmess has had
a further adverse effect on the usefulnsss of the Fund, and wa believe
that corrective action is needed if the Department determmines that the
Fund should be retained.
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GOSTS CONSISTENTLY EXDLUDED FRoM BILLINGS

We found that scme of the costs of services included in the Fund have
been consistently exwluded from Fund billinga to the users of the aservices.
This has caused distortion in the costs acocuwmulated in uzer allotment
ancounta, which has prevented full achievement of the Fund!s objective
of promoting cost-conscionaness.

One of the ways that costs have been exsluded from Fund blllings has
been the maintenanse of billing rates at too low a level to recover all
the recorded costs of providing the services. Fund billings for the
Despateh Agency and the Motor Pool services; for example, were consigt-
ently too low during the four-year period ending with fiscal year 1971
to resover the recorded cost of those gervices. As a result, the Fund
contimally operated these two services at a loss totaling about $336,000
during vhe four yesrs. The capitel of the Fund was not impaired by the
losses, however, because the losses were offset by profits sarned from
other gervices and from prior-year operations.

Another way that costs have bsen emluded from Fund billings has been
the inclusion in the Fund of only part of the cost of providing services.
The reproduction and distribution of eirgrams, for exawple, has been one
of the services included in the Fund, but the salary and benefits cost
of persons who determine the gmantitlies of spesific airgrams to be
reproduced and distributed, about $375,000 during fiscal year 1971,
has not been ingluded as part of the alrgram service cogts. Instead
of including thess costs in the Fund for subseguent insluszion in the
billings for the service, the Department has been charging them direstly
to an adainiastrative allotment of the Selaries and Expenses appropriation.
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8imilar exclusions of costs have cocurred in the S8tock Account, but
we understend that this was partially corrested in fiscal year 1972 as
& result of an internsl audit rescmmendation.

In our opinion, for ¢ash service insluded in the Fund, all the costa
of providing the service should bz billed to the users of the servise,
We believe that partial billings restrict the usefulness of the Pund
besenae partisl billings result in distorted records of costs incurred

by the usars.

Correptive sstion nesded

The Departament should ensure that the billing rates of each servise
in the Fund are maintained at levels permitting full resovery of the
regorded cost of providing the service, and that all the sosts of each

service in the Fund are insluded in the resorded cost of providing the
eervice.

RS BILLINGS FOR INCREASED COSTS

We found that the Pund, on cpcazmion, has deferred billings for
increased costs. Ag a result, the costs acoumlated in user allotment
asgounts have not aluways insluded all known costs of the gervises being
rendered through the Fund, and conseguantly, the Pund's objective of
promoting cost~conscicuaeness has not been fully ashieved.

4 major example of deferrsd billings for insrensed costs has been
the Fedsral pay raises that have cgourred almost anmually in resent years.
Ingtead of changing billing rates upon the effestive date of a pay raise,
the Fund has followed ths prestise of deferring billinges for the inoremsed
o0osts until the Department received its supplemental appropriation to
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cover the pay raises. In 1970, morsover, the Fund eventually billed the
pey cost increases to a general administrative allotment rather than to
the uger allotments affested by the imcreased costg. In 1971, the af-
feoted user allotments were billed, but oenly after the Department had
received its supplemental appropriation from the Congreas.

We believe that the premotion of cost-consciousness requires that
all service cost increases be billed to the users of the services as soon
28 the gost inoresses are known.

The Dspartment should ensure that Fund blning rates are promptly
adjusted as soon as esrvice cost changes ococur, and that the adjusted

rates are billed to the users of the servises.

We found that the Fund hag been billing some service coste to none
users, thereby preventing the pramotion of cogt-congoiousness on the part
of the users of the services. Emamples of this prastice are discussed

The Fund has been finansing the cost of reproducing and distributing
copies of airgrams to various offices, but has not been billing those
offices for the service. Instead, the Fund has been billing the cost to
the Resords Service Divisgion, the organisation that analyses the sirgrams
to determine the quantity needed by eash repipient offisce. Fach vesipumt
office, however, initially speoified the mwmber of copies needsd, and the
Reoords Service Division loocks to theme offices for any changos to their
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During fiseal year 1971, this practice resulted in about $490,000
of Fund operating costs being willed to the Records Service Division
rather than to the users of the serviss. In addition, a8 previously
mentioned, the anpusl salary and benefits cost of about $375,000 for the
Besords Servises Division poracnnsl analyzing the sirgrams has bean
smluded from the Fund.

Ve balieve that the anmal cost to analyse, reproduse, and distribute
coples of alrgrems is eignil
ity for Justiiying
sontrel the mnber of coples needed for digtribution. Ve sherefore bhelisve

cant and warrents the plaging of responsibile

the coste on those offisiale who have the means to

that the tetal airgram eosis ghould be charged by the Fund to the
resipients of the copies vather than 4o the Rssords Service Divisgion.

The Fund billed the Resords Seyvices Divieion about $115,000 in fiscal

year 1971 for corragpoRcans

This charge represents the csost of preparing
form letters to reply to inguiries or requeats for information from the
genesal public. The Becorde Services Divisien maintaing the files related
to theps inguiries or reguests; nowever, the Bureau of Fublic Affairs bas
the mission of providing the pablic with all informetion posagible con-
gatent mith pationsl sesurity requirements. Algo, we were informed that

sre of the Buresu of Fablic Affalrs develop language for the
foym letters processed by the reproduption servise. Tmes, it would appear
that the Bureau of Publis Affairs rather than the Resords Service Divisgion
ghould be hilled for this servise.
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Freight Forwmrding 3FST DOCUMENT AVAILABLE
For simplicidy of the billing process, all freight forwerding

administrative gosts assceisted with State Department supply shipments
progessed by the Despateh Agencies are charged to the Supply and
Transportation Division rather than to the resipients of the supplies.
During fiscal year 1971, these charges amounted to about $80,000.

The Department should ensure that all Fund billings are made to the
organizations benefiting from the servises.
We found that some of the procedures pressribed in the Fund

asoounting memual were not being followed.

Finanaial Management Hendbook number 5, dated July 1, 196h, contains
the accounting system pressribed for the opsration of the Fund and
ansomDapses acceptable acoounting prinsiples s@lating to double entry
scorual ssoounting and reporting. As e reasult of the Gemeral Accounting
Office review of the design of the system, several changes were
incorporated in the mamel to improve the accounting controls. These
changes were made by revisions to the mamual an December 1964, and Mareh
and July 1965.

It/i.a the responeibility of the Department's systems staff to
maintain the mamgl in a current status. However, it 1s the respon-
sibility of the Fund mavager and the accounting staf? to sesist in

ling additions, deletions or changes as eonsidered appropriate.
In the 6 years subse

sguent bo the Compiroller Censerzl's formal approval
of the syeben, no changes wers mpade 10 the memal.
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s of written procedures not being followsd.

The following are smample

~-The mammal provides that quarterly recomsiliations be made
betuman the subeidiary perpetusl gtock asoourt inveatory
resords and the gensral ledger inventory control acoounts.
This procedure ms not being followsd at the time of our
review.

»«m@ mennal provides for charging monthly to the salary
szpense esoount the walue of the net change in accrued
amnml leave. At the time of ocur review, the ascrued lsave

sscount wae being adjusted only at the end of eash fissal
year.

~=The marmal providsg tmt Degpatoh Agensy treanssctions for
other agensies whose amumal transactions are estimated
4o be less than 25 will be shown as a shargse t0 be billed
%o OFk. The prestis® has bemn to Bill all agensies served,
regardiose of the volume of trangastions.

provides that vhen requested editing work is
em&mm m&h sourges outeide the Departmant, the customer
will be billed for whatever chorges the contractor bills

the Pund. The astusl practice hes been to add a LO percent
sursharge to the sontrestoris bill.

««The mammal provides that to expedite the billing prosess
of the stosk ascount, factors for in-land and osean freight
aharg@s will be edded %o the gost of the supplies; material

smdpment in u.w @ﬁ’ waiting for the actual fredght
rved. The prastice bhag bem m cha.rge
ms%& dirgatly to the Departmen
priated f’%m&s at the dime of payment.

o

pent should periodically ensure that the Fund’s accounting
menual iz up-to-date and that sll procedures pressribed by the approvsd
mamizl are being followed.
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